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dates the convertible obligation was
issued and repurchased and the amount
(if any) by which the selling price of
the nonconvertible obligation was af-
fected by reason of any change in the
issuing corporation’s credit rating or
the credit rating of the obligation dur-
ing such period (determined on the
basis of widely published ratings of rec-
ognized credit rating services or on the
basis of other relevant facts and cir-
cumstances which reflect the relative
credit ratings of the corporation or the
comparable obligation).

(iii) The relationship between selling
price and yields in subdivision (i) of
this subparagraph shall ordinarily be
determined by means of standard bond
tables.

(f) Effective date—(1) In general. Under
section 414(c) of the Tax Reform Act of
1969, the provisions of section 249 and
this section shall apply to any repur-
chase of a convertible obligation occur-
ring after April 22, 1969, other than a
convertible obligation repurchased pur-
suant to a binding obligation incurred
on or before April 22, 1969, to repur-
chase such convertible obligation at a
specified call premium. A binding obli-
gation on or before such date may arise
if, for example, the issuer irrevocably
obligates itself, on or before such date,
to repurchase the convertible obliga-
tion at a specified price after such
date, or if, for example, the issuer,
without regard to the terms of the con-
vertible obligation, negotiates a con-
tract which, on or before such date, ir-
revocably obligates the issuer to repur-
chase the convertible obligation at a
specified price after such date. A bind-
ing obligation on or before such date
does not include a privilege in the con-
vertible obligation permitting the
issuer to call such convertible obliga-
tion after such date, which privilege
was not exercised on or before such
date.

(2) Effect on transactions not subject to
this section. No inferences shall be
drawn from the provisions of section
249 and this section as to the proper
treatment of transactions not subject
to such provisions because of the effec-
tive date limitations thereof. For pro-
visions relating to repurchases of con-
vertible bonds or other evidences of in-
debtedness to which section 249 and

§1.262-1

this section do not apply, see §§1.163—
3(c) and 1.163-4(c).

(g) Example. The provisions of this
section may be illustrated by the fol-
lowing example:

Example. On May 15, 1968, corporation A
issues a callable 20-year convertible bond at
face for $1,000 bearing interest at 10 percent
per annum. The bond is convertible at any
time into 2 shares of the common stock of
corporation A. Under the terms of the bond,
the applicable call price prior to May 15,
1975, is $1,100. On June 1, 1974, corporation A
calls the bond for $1,100. Since the repur-
chase premium, $100 (i.e., $1,100 minus $1,000),
was specified in dollars in the obligation and
does not exceed 1 year’s interest at the rate
fixed in the obligation, the $100 is considered
under paragraph (d) (2) of this section to be
a normal call premium on a comparable non-
convertible obligation. Accordingly, A may
deduct the $100 under §1.163-3(c).

[T.D. 7259, 38 FR 4254, Feb. 12, 1973, as amend-
ed by T.D. 8746, 62 FR 68182, Dec. 31, 1997]

ITEMS NOT DEDUCTIBLE

§1.261-1 General rule for disallowance
of deductions.

In computing taxable income, no de-
duction shall be allowed, except as oth-
erwise expressly provided in Chapter 1
of the Code, in respect of any of the
items specified in Part IX (section 262
and following), Subchapter B, Chapter
1 of the Code, and the regulations
thereunder.

§1.262-1 Personal, living, and family
expenses.

(a) In general. In computing taxable
income, no deduction shall be allowed,
except as otherwise expressly provided
in chapter 1 of the Code, for personal,
living, and family expenses.

(b) Examples of personal, living, and
family expenses. Personal, living, and
family expenses are illustrated in the
following examples:

(1) Premiums paid for life insurance
by the insured are not deductible. See
also section 264 and the regulations
thereunder.

(2) The cost of insuring a dwelling
owned and occupied by the taxpayer as
a personal residence is not deductible.

(3) Expenses of maintaining a house-
hold, including amounts paid for rent,
water, utilities, domestic service, and
the like, are not deductible. A taxpayer
who rents a property for residential
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